INTRODUCTION
T he financial reporting of material non-recurring ''special items'' has become increasingly common over the past 30 years (Fairfield et al. 2009; Cready et al. 2010) .
1 Such prevalence has sparked research on a number of dimensions related to the reporting of special items. This literature includes, but is not limited to, how special items impact such firm-related factors as: firm value (e.g., Elliott and Shaw 1988) , current earnings (e.g., McVay 2006), future earnings (Burgstahler et al. 2002; Fairfield et al. 2009; Cready et al. 2010) , executive compensation (Gaver and Gaver 1998) , information content of earnings (Elliott and Hanna 1996; Bradshaw and Sloan 2002; Riedl and Srinivasan 2010) ; earnings management (Kinney and Trezevant 1997; Burgstahler et al. 2002; McVay 2006) ; and forecast accuracy (Alford and Berger 1999) . The far-reaching economic consequence of these events, along with the changing circumstances regarding the reporting of special items suggested in the prior literature, motivate a careful analysis of the conditions that surround the current recognition of these events. 2 2008), suggests that it is an appropriate time to reassess the characteristics and circumstances of both positive and negative special items.
We carry out our investigation over a period of 30 years to ascertain the types of special items reported, the frequency, persistence, and magnitude of special items over time, and whether firms improved their economic performance following the reporting of special items. In addition, we identify the industries with the highest incidence of special items reporting as well as the reporting accuracy of special items by Compustat vis-à-vis what is reported in annual reports. 5 Within each section (e.g., frequency of special items), we highlight some of the key findings related to prior research and clearly contrast our evidence to that of previous studies to underscore the value added of our long-window analysis. To perform our empirical work, we collect a sample of 235,799 firm-year observations from Compustat over the years . Of these 235,799 firm-year observations, we find that 137,951 report no special item (positive or negative), 68,754 report a negative special item, and 29,094 report a positive special item. From this sample, we report evidence on the following: (1) the specific types of charges (gains) included in negative (positive) special items, (2) the temporal frequency of reporting special items, (3) the persistence of special items, (4) temporal magnitude of special items, (5) performance of special item firms both prior and subsequent to recognition, (6) the frequency of reporting within industry, and (7) the quality of Compustat reporting of special items.
To examine the specific types of charges or gains included in special items, we draw a sample of firms from Compustat for the years [2001] [2002] [2003] [2004] [2005] [2006] [2007] [2008] [2009] . 6 We find that 39 percent of firms reporting a negative special item report a restructuring charge and/or property, plant, and equipment write-offs as part of that negative special item. We find that 25 percent of firms reporting negative special items report goodwill impairment charges as part of the special item. No other specifically identified negative special item sub-type represents more than 20 percent of negative special items recognized for this subsample. With respect to positive special items, we find that the most frequently reported sub-type is gains related to asset dispositions representing over 42 percent of all positive special items recognized. In addition, we find that almost 29 percent of all positive special items include litigation-related gains. Importantly, our evidence suggests that firms reporting special item sub-types such as restructuring charges are also reporting other special item sub-types in the same period. Taken together, our evidence suggests that there is a great deal of heterogeneity in the composition of special items both across time and within firms.
We find that the temporal frequency of special item recognition has increased dramatically over the 30 years of our sample, from 22 percent of all firms in 1980 to 59 percent of all firms in 2009 (i.e., more than half of all firms recognize a special item for each year after 2000). The recognition of positive special items represents 13 percent of all firms in 1980 and 15 percent of all firms in 2009. On the other hand, negative special item recognition increased from 8 percent of all firms in 1980 to 44 percent of all firms in 2009. We also find that prior reporting of special items is significantly related to the current and subsequent recognition of special items. In a multivariate context, after controlling for important economic determinants of special item recognition, we find that the probability of subsequent special item recognition is significantly related to prior special item recognition. Taken together, our evidence suggests that special items have persistence that is greater than zero and is, in part, predictable from the prior history of special item reporting. 5 Compustat is the primary data source used to conduct special items research. To our knowledge this is one of the first studies to examine the quality of Compustat reporting with respect to special items. Understanding the quality of Compustat reporting is important as it can have an impact on research design and findings with regards to both positive and negative special items. 6 2001 is the first year where Compustat reports the different special item subtypes.
Our evidence suggests that not only are negative special items reported more frequently than positive special items, but they are also greater in absolute magnitude than positive special items. We find that the magnitude of positive special items has remained relatively stable from 1980 through 2002; however, from 2003 through 2009, the magnitude of positive special items has declined significantly. On the other hand, we find that negative special items consistently increased from 1980 through 2000, and from that point in time there is a steady decrease in the magnitude. For example, negative special items, on average, represent 9.1 percent of total assets in 2000 but only 4.5 percent of total assets in 2009. Taken together, our evidence with respect to both positive and negative special items suggests a recent decline in the relative magnitude of these items.
For our sample, earnings performance (return on assets and operating margin) declines in the periods leading up to the year in which the special item is recognized with evidence of improvement in the three years following the event. Interestingly, this is true for positive special items as well as negative special items. We find that cash flow from operating activities for positive special items generally increases in the three years leading up to the recognition of the special item and continues to increase in the three years following recognition. On the other hand, cash flow from operating activities declines in the three years prior to the recognition of a negative special item and then increases in the three years subsequent to recognition. Our market results suggest that negative special item firms experience declining industry-adjusted returns in the three years prior to the recognition of the charge and increasing returns in the three years after recognition. The evidence with respect to positive special items suggests returns increase up to the year of recognition and decrease over the three subsequent years. Interestingly, positive special item firms earn higher industry-adjusted returns in the year of the event than any of the other six years surrounding the event year. On the other hand, negative special item firms earn the most negative industry-adjusted return in the year of the event relative to the surrounding six years.
We find there is consistency in the industries that report the fewest positive and negative special items. That is, we find that those industries that report the fewest number of special items are the same industries that report the fewest positive and negative special items. The Construction industry reports the fewest special items overall, as well as the fewest positive and negative special items. In addition, Trading-Financial, Banking, and Insurance are in the bottom five industries of reporting for both positive and negative special items. However, there are substantial differences in the top five industries that report positive and negative special items. There is only one industry, Business Supplies, in the top five of most frequent reporters for both positive and negative special items. Our evidence also suggests that regardless of the sign of the special item, there are substantial differences across industries in the propensity of a firm to report a special item. Taken together, our evidence is consistent with industry clustering with respect to the recognition of special items.
Finally, we investigate the quality of Compustat reporting of special items. With respect to firms identified as special item firms by Compustat (i.e., Compustat reports a non-zero value for special items), our analysis suggests that the error rate in reporting (incorrect amount reported by Compustat) is approximately 22 percent of the random sample of special item firms we examine. However, our analysis also suggests that the magnitude of these errors is quite small, with the median percentages of pre-tax income and total assets being 0.80 and 0.40, respectively. We also find that approximately 17 percent of firms not identified by Compustat as a special item firm (i.e., Compustat reports a zero value for special items) actually report an item that should have been included as a ''special item.'' We find that the median percentages of pre-tax income and total assets of these special item omissions are 13 and 1 percent, respectively. Collectively, both types of errors suggest care must be taken in special item research.
We organize the remainder of the paper as follows. In the next section, we present a discussion of our sample and descriptive statistics. We discuss representative prior literature and present comparative analysis in the section that follows, and then conclude the paper.
SAMPLE DESCRIPTION AND DESCRIPTIVE STATISTICS
Our sample consists of all Compustat firm-year observations over the period 1980-2009. To be included in our sample, we require firms report total assets greater than zero and non-missing net income before extraordinary items and special items. These initial restrictions yield a total of 235,799 firm-year observations representing 25,631 firms. Of the 235,799 firm-year observations, we find that 137,951 include no special item (positive or negative), 68,754 (18,564 firms) include a negative special item, and 29,094 (12,506 firms) include a positive special item. In Table 1 we report descriptive statistics for firm-year observations with negative, positive, and no special items. We find that mean and median negative special items are larger (in absolute terms) than positive special items. Of the firms reporting negative special items, the mean (median) negative special item represents 7 (2) percent of assets, while of the firms reporting positive special items, the mean (median) positive special item represents 4 (1) percent of assets.
We also find that positive special item firms tend to perform better in the year of the special item than negative special item firms. The mean (median) industry-adjusted annual market return for positive special item firms is 8 (À11) percent, while the return for negative special item firms is À9 (À24) percent. Similarly, we find the mean (median) return on assets (ROA) for positive special item firms is À6 (3) percent, while the mean (median) ROA for negative special item firms is À21 (À1) percent. Similar findings are reported when evaluating alternative measures of firm performance (e.g., return on equity and operating margin). Finally, we find that special item firms, whether positive or negative, tend to be larger than non-special item firms. We find that the mean market value of equity for positive and negative special item firms is $1.6 and $1.7 billion, respectively. On the other hand, the mean market value of equity for non-special item firms is approximately $788 million. Our evidence also suggests that non-special item observations have higher ROE (return on equity), operating margin, sales growth, and Tobin's Q than special item observations and lower debt-to-equity than special items observations. Taken together, our evidence suggests that special items observations are different from non-special item observations on a number of dimensions.
PRIOR LITERATURE AND COMPARATIVE EMPIRICAL ANALYSIS
What Types of Items are Included in Compustat ''Special Items''?
Compustat classifies material nonrecurring items that are reported above the line as ''special items'' (Compustat annual data item SPI and quarterly data item SPIQ) and includes a variety of transactions ranging from one-time gains and losses associated with asset dispositions to expenses associated with restructurings, plant closings, and asset impairments. Francis et al. (1996) provide evidence on the causes and shareholder wealth effects of discretionary asset write-offs. As part of their analyses, they provide evidence on the different types of items included in ''discretionary asset write-offs'' from their hand-collected sample of 674 write-off observations for the period 1989 to 1992.
7 While these are not ''special items'' collected from Compustat, the observations in the Francis et al. (1996) study are items that would be included as a special item per the Compustat definition.
7 Note that Francis et al.'s (1996) sample may not be representative of the entire population of firms that report negative special items. For the same period they examine (1989) (1990) (1991) (1992) , we identify 6,715 firm-year observations with negative special items. While these differences may hinder the ability to conduct accurate comparisons, we believe that this study's results serve as a general point of departure. In addition, such differences highlight the fact that a more current examination of the sub-types of negative special items for a more comprehensive sample is warranted. Further, we conduct this analysis for positive special items, which has not been explored by prior work. ROA = return on assets calculated as the ratio of earnings before extraordinary items and discontinued operations (Data item IBC) to lagged total assets (Data item AT); ROE = return on equity and is calculated as the ratio of earnings before extraordinary items and discontinued operations (Data item IBC) to common equity (Data item AT) (observations with negative common equity are excluded from the calculations); Op.Margin = ratio of operating income before depreciation (Data item OIBDP) to lagged total assets (Data item AT); CFO = ratio of cash flow from operations (Data item OANCF) to lagged total assets (Data item AT); Sales Growth = ratio total net sales (Data item SALE) to lagged total net sales; Ln(TA) = natural logarithm of total assets (Data item AT); Market Value Equity = product of closing stock price and (Data item PRCC_C) and common shares outstanding (Data item CSHO) stated in millions; Industry-Adjusted Return = industry-adjusted market returns (estimated by year at the two-digit SIC code); BTM = ratio of common equity (Data item SEQ) to market capitalization (Data item CSHO Ã Data item PRCC_C) plus total debt (Data item DLTT);
Tobin's Q = ratio of (total assets [Data item AT]
TXDB]) to lagged total assets (Data item AT); R&D Expense = ratio of R&D expense (Data item XRD) to lagged total assets (Data item AT); Capital Intensity = ratio of total assets (Data item AT) to total net sales (Data item SALE); and Debt/Equity = ratio of total debt (Data item SALE) to common equity (Data item AT).
To ascertain the composition (i.e., the types of gains and charges) of special items as a comparison to Francis et al. (1996) , we focus on the years 2001 through 2009 since Compustat began reporting the breakdown of special items beginning in 2001. Our sample of negative special items for this sample includes 18,783 negative special item observations and 4,974 positive special item observations. The purpose of this comparative analysis is two-fold. First, it highlights the changing composition and magnitude of special items, and second, it illuminates any structural differences that may have taken place from earlier periods (e.g., late 1980s and 1990s). Table 2 , Panel A replicates Francis et al. (1996, 120, Table 1 , Panel B), where they show that the average write-off is economically significant (i.e., $76.2 million, $1.30 per share, and 6.7 percent of total assets), with the average goodwill write-off having the strongest impact on a relative basis (i.e., $1.77 per share and 10.1 percent of total assets).
8 Francis et al. (1996) suggest that the most frequently reported write-off types are restructurings and property, plant, and equipment (PP&E) write-offs representing 22 and 19 percent of all observations in their sample, respectively. However, unlike the evidence with respect to negative special items (i.e., income-decreasing nonrecurring charges), the prior literature provides no guidance on what is included in positive special items. 9 We report our analysis of negative special item sub-types in Table 2 , Panel B. In general, our evidence suggests a shift in the magnitude and composition of special items. For example, at least five new categories of write-offs appear in the more recent period: In-Process Research & Development (R&D), Litigation, Merger-Related, Gains/Losses, and Debt Extinguishment. Table  2 , Panel B also shows that the magnitude of these items has changed. For example, on a percent of total assets basis, negative special items represent À26.7 (À4.9) percent, on average (median), compared to the À6.7 (À3.6) percent reported by Francis et al. (1996) . Overall, this evidence suggests a relative increase of the magnitude of negative special items ranging between 36 and 298 percent.
While goodwill and PP&E write-offs continue to be of significant importance (i.e., median 5.2 and 2.0 percent of total assets compared to 4.4 and 1.9 percent in Francis et al. [1996] ), other items such as restructuring charges have decreased in relative magnitude (2.7 percent of total assets in Francis et al. [1996] compared to 1.2 percent in our sample). There at least two potential explanations for the decrease in restructuring charges. First, there is substantial evidence in the literature that the frequency of restructuring has substantially increased over the past twenty years (see our Figure 1 ). 10 This potentially reflects new timing requirements under SFAS 146, resulting in firms recognizing what is in essence one event over multiple years whereas in the past the event was recognized all in one year. Second, this potentially reflects a difference in the size of our sample relative to the hand-collected sample of larger firms used in Francis et al. (1996) . Finally, our evidence suggests that when a firm reports a negative special item, the special item sub-types are almost always negative. The only sub-type that is on average positive in negative special item periods is Gains/Losses, where we find that 56 percent of Gains/Losses are positive in negative special item periods. On the other hand, the only other special item sub-type that is negative in negative special item periods less than 80 percent of the time is Litigation gains/losses and this subtype is negative 75 percent of the time when included as part of a negative special item. We report our analysis of positive special item sub-types in Table 2 , Panel C. The results in this table report the separate items that are reported when the aggregate of all these items sums to a positive special item. The magnitude of positive special items appears to be economically significant. We find that the mean positive special item per share and as a percent of total assets is $0.70 per share and 19.9 percent of total assets, respectively. However, compared to negative special items reported in Panel A, it appears positive special items are smaller in absolute magnitude. We also find that when positive special items are reported, there are frequently sub-types that are negative. For example, in positive special item periods that include a ''restructuring,'' we find that 75 percent of the restructurings are actually income-decreasing charges. Similarly, we find that 84 percent of asset write-offs included in positive special item periods are income-decreasing.
TABLE 2 (continued)
a Panel A is adapted from Francis et al. (1996, 120) , Table 1 , Panel B. b The percentage of SI Obs. represents the percentage of a particular SI sub-type reported by Compustat in a period when the firm reports either a negative or positive special item. The sum of the percentages adds to greater than 100 percent because many firms report multiple sub-types in the same period. c The special item sub-types reported by Compustat are only available after the year 2000. The special item sub-types are in process R&D (data item RDIPA), restructuring charges (data item RCA), asset write offs (data item WDA), gain/loss (data item GLA), litigation gains/losses (data item SETA), other (data item SPIOA), merger and acquisition related (data item AQA), goodwill write off (data item GDWLIA), extinguishment of debt (data item DTEA). Per share amounts are scaled by common shares used to calculate basic EPS (data item CSHFD), and percent total assets are scaled by total assets (data item AT). Taken together, our evidence in Table 2 , Panels B and C suggest a great deal of heterogeneity in the sample for both negative and positive special item firms. No one charge/gain dominates special items, suggesting that in any particular period firms are most often reporting multiple subtypes as part of their special item. As such, researchers need to take care with respect to the types of questions that can be examined with a special item sample, assuming homogeneity may not be a valid assumption for all questions. For example, if examining whether negative special items lead to efficiency gains, relying on a sample of negative special item firms may induce a bias against finding the expected result. Goodwill impairment is unlikely to result in efficiency gains. On the other hand, restructurings are more likely to lead to improved firm performance. The more recent decomposition of special items by Compustat (post 2000) provides a new opportunity for researchers to examine such questions.
Frequency of Special Item Reporting
Prior literature suggests that the frequency of reporting special items has increased over time. For example, Elliott and Hanna (1996, 138, Figure 1) show that approximately one percent of all firms reported a negative special item in 1956; however, by 1994 that figure had increased to more than 15 percent of the sample. Bradshaw and Sloan (2002) , using quarterly special items data, report that from 1985 through 1996, less than five percent of firms recorded a negative special item in each of the first three quarters. However, by 1997 this figure had increased to approximately 10 percent of the firms. Bradshaw and Sloan (2002) also report that in 1985 less than 10 percent of firms recorded a negative special item in the fourth quarter; however, by 1997 that figure had more than doubled to over 20 percent of the sample. With respect to positive special items, Bradshaw and Sloan's (2002) evidence suggests the frequency has remained relatively constant across time regardless of the quarter in which the item is reported. In a more recent study, Riedl and Srinivasan (2010) Figure 1 shows the frequency of positive and negative special items reported by year, beginning in 1980 and ending in 2009. Overall, our evidence is consistent with prior research and suggests that the reporting of special items, regardless of the sign, has increased over time. In 1980, approximately 21 percent of our sample reported a special item; however, by 2009 that had increased to 59 percent. In fact, our evidence suggests that since 2001 over half of the observations in Compustat report a special item on an annual basis. For positive special items our evidence suggests the frequency of reporting remained relatively stable from 1980 to 2000. For example, in 1980 and 2000 we find that 13.2 and 11.7 percent of the observations in those years report a positive special item, respectively. This evidence is generally consistent with that reported by Riedl and Srinivasan (2010) . However, in more recent years, 2001 to 2009, our evidence is more consistent with an increase in the reporting of positive special items. In fact, we find that less than 10 percent of the firms in our sample reported a positive special item in 2001; however, by 2009 almost 15 percent of the sample reported a positive special item, an increase of almost 50 percent. In addition, of the eight years in our sample where more than 14 percent of the sample reports a positive special item, six of these occur after 2002.
Consistent with the evidence reported in Riedl and Srinivasan (2010) , we find that the reporting frequency of negative special items generally increases over and 2009, where we find that 45.6 and 44.4 of firms report a negative special item. We conjecture that the large increase in the frequency of negative special items in 2008 and 2009 is likely due to the financial crisis. In fact, in untabulated results, we find that the frequency of negative special item reporting decreased for all four fiscal quarters of 2010 that are currently available on Compustat, relative to the frequencies reported for the same quarters of 2009.
11 Thus, our evidence is more consistent with a general decline in the reporting frequency of negative special items after 2001.
Persistence of Special Items
The extant literature suggests that prior negative special item reporting frequency has implications for current and future negative special item reporting. For example, Elliott and Hanna (1996, 144, Table 1 , Panel B) report that of the 2,761 firms that report at least one special item over the prior 12 quarters, 1,389 firms report two negative special items and 671 firms report three negative special items. That is, approximately 50 percent of firms that report one negative special item end up reporting a second charge, and approximately 50 percent of those reporting two prior charges end up reporting a third charge. Francis et al. (1996, 125, Table 2 , Panel B) report that the probability of reporting a current negative special item is positively related to the past reporting frequency.
In Tables 3 and 4 we re-visit the persistence of negative special items. In addition, we provide new evidence on the relationship between past reporting and subsequent reporting of positive special items. Table 3 reports the frequency of the subsequent reporting of special items conditioned on the reporting of special items in the prior five years. That is, we investigate whether the future reporting of special items is predictable from the past reporting of these items. Table 3 , Panel A shows that of the 235,799 firm-year observations in our sample, 78,912 (column two summed for rows two through six) report one or more positive special items over the prior five years, approximately one-third of the sample. On the other hand, Panel B of Table 3 shows that of the 235,799 firm-year observations in our sample, 133,162 (column two summed for rows two through six of Panel B) report one or more negative special items over the prior five years, approximately 56 percent of the sample.
Our evidence is consistent with prior literature (e.g., Elliott and Hanna 1996) , which suggests prior reporting frequency of negative special items is related to subsequent reporting frequency. In addition, our evidence suggests that the relative frequency of negative special item reporting is more pronounced than positive special item reporting. Importantly, we find that the number of subsequent positive or negative special items (three or five years out) increases with the number of special items reported over the last prior five years. We find that firms that report no prior positive special items report, on average, 0.24 and 0.38 positive special items over the subsequent three and five years, respectively. On the other hand, we find that firms that report five positive special items over the prior five years report, on average, 0.97 and 1.32 positive special items over the subsequent three and five years, respectively. Similarly, we find that firms that report no prior negative special items report, on average, 0.48 and 0.79 negative special items over the subsequent three and five years, respectively. On the other hand, we find that firms that report five negative special items over the prior five years report, on average, 1.37 and 1.82 negative special items over the subsequent three and five years, respectively.
While our evidence suggests a positive association between prior and subsequent reporting of special items, the analysis reported in Table 3 does not control for other factors that may affect the subsequent reporting of special items. Francis et al. (1996) provide evidence suggesting that the probability of reporting a current negative special item is positively related to the frequency of prior reporting of negative special items, after controlling for other important economic determinants. We extend the analysis of Francis et al. (1996) and construct a model to estimate the predicted probabilities for both negative and positive special items. Specifically, we estimate the following ordered logit model (Long and Freese 2006): 12 Prðy = number of SIs reported in the subsequent three yearsjXÞ ð 1Þ
where X is a vector of variables expected to be associated with the subsequent reporting of special items. 13 These variables include (1) the number of special items reported in the prior five years 12 Using the number of special items reported in the subsequent five years yields similar inferences. 13 Note that Francis et al. (1996) model the determinants of asset write-off decisions. As discussed above, the charge associated with asset write-offs represents a portion of the total charge reported under special items in Compustat. Nevertheless, we believe that the variables outlined in Equation (1) generally capture the factors associated with the reporting of subsequent special items. The estimation results associated with Equation (1), not reported, are largely consistent with those reported by Francis et al. (1996) . To illustrate, using the total number of special items reported by the firm in the subsequent three years as the dependent variable, we find that the likelihood of subsequent special item reporting is positively (negatively) associated with prior reporting of special items, book-to-market ratio industry reporting frequency of special items, and size (prior market returns and unexpected returns). We find similar results when we use number of negative (positive) special items reported in the subsequent five years as the dependent variable. We also estimate the models in Equation (1) after incorporating other factors that may influence subsequent reporting of special items such as leverage, capital intensity, and research and development expenditures. We find that this alternate model specification does not materially affect the predicted probabilities reported in Table 4. including year t (the variable of interest); (2) market return for the current period and the prior three years; (3) book-to-market ratio (BTM); (4) the change in BTM over the prior three years; (5) the change in ROA over the prior three years; (6) the industry (estimated at two-digit SIC) sales growth over the prior three years; (7) the industry changes in BTM and ROA over the prior three years; (8) positive and negative unexpected earnings (UE), where UE is defined as the year-over-year change in adjusted (for SIs) operating income scaled by lagged assets; (9) the median number of special items reported in the industry (estimated at two-digit SIC) over the prior three years; and (10) size defined as the natural log of total assets. SIs in Prior Five Years is the sum of the SI (Data item SPI) reported by a firm in the previous five years, including the SI reported in year t. The conditional predicted probabilities of reporting no SI, One SI, Two or Three SIs (Pr [y = 0, 1, 2, or 3 j __SI Prior 5 years]) were calculated using the estimates resulting from the ordered logit model specified in Equation (1). We estimated three versions of such model: All SIs (resulting predicted probabilities appear in Panel A), Positive SIs (resulting predicted probabilities appear in Panel B), and Negative SIs (resulting predicted probabilities appear in Panel C).
We estimate Equation (1) for each of the three sub-groups of firms: all special items, positive special items, and negative special items.
14 Using the estimation results from Equation (1), we calculate the ''predicted'' probabilities of reporting one, two, or three special items in the subsequent three-year window. 15 We calculate the predicted probabilities conditional on the number of special items reported by the firm in the prior five years. Table 4 , Panel A reports the predicted probability of all firms reporting a special item. Row two of Panel A suggests that if a firm reports one special item in the prior five years then the probability of reporting at least one special item in the subsequent three years is 55 percent. On the other hand, row six of Table 4 , Panel A suggests that if a firm reports five special items in the prior five years, the probability of reporting at least one special item in the subsequent three years is 84 percent (summed row six, columns three, four, and five). Table 4 , Panels B and C separate the special items into positive and negative events and report the predicted probabilities from the ordered logit model Equation (1). Extending Francis et al. (1996) , we report in Panel B that the probability of reporting a positive special item is significantly related to the prior reporting of positive special items. Our evidence suggests that the probability of reporting no subsequent positive special items is 43 percent for firms that report no prior positive special items and only 18 percent for firms that report five prior positive special items. The evidence with respect to negative special item in Panel C is consistent with the work of Francis et al. (1996) . We find that a firm that reports no negative special items in the prior five years has a 49 percent probability of reporting at least one negative special item over the next three years, but a firm that reports five prior negative special items has an 84 percent probability of reporting at least one subsequent charge. Taken together, our Table 4 results suggest that, after controlling for various economic determinants (Francis et al. 1996) of special item recognition, the probability of subsequent special item reporting is a significantly increasing function of the frequency of prior special item reporting. That is, current and subsequent special item reporting is predicable from prior reporting.
Recent research presented by Donelson et al. (2010) and Cready et al. (2010) sheds some light on the implications of special item persistence. Specifically, Donelson et al. (2010) suggest that the incidence of special items is strongly associated with firms' fundamentals and weakly related to regulatory changes, while Cready et al. (2010) show that the market seems to value ''recurring'' special items similarly to recurring earnings. The persistence properties of special items, however, seem to create additional future research opportunities. For example, is the frequency of special items related to managerial incentives? In addition, how do analysts interpret special items and how does the frequency of reporting impact analysts' forecasts?
Has the Magnitude of Special Items Changed over Time?
Prior research (e.g., Bradshaw and Sloan 2002; Riedl and Srinivasan 2010) documents special items have increased in magnitude over time. Bradshaw and Sloan (2002) report that the absolute magnitude of special items increased from less than one percent of operating expenses in 1985 to more than two percent of operating expenses in 1997, while Riedl and Srinivasan (2010) report that the magnitude of special items (positive and negative special items combined) nearly doubled from approximately four percent of total assets in 1980 to approximately 8 percent in 2002. We extend these studies by separately reporting on the relative magnitude of positive and negative special items and extending the sample period to 2009.
In Figure 2 we report temporal statistics on the relative magnitude of positive (Panel A) and negative (Panel B) special items for the past 30 years. 16 The magnitude of positive special items as a percentage of lagged total assets, on average, remained relatively stable over the 1980 through 1996 sample period (ranging between 2.9 and 3.8 percent). However, the magnitude increased in 1997 to four percent and remained at or above 4 percent for every year from 1997 to 2004 (with a high of 4.5 percent in 2000). Our evidence suggests that the magnitude then decreases to approximately 3.5 percent from 2005 to 2009 (see Figure 2 , Panel A). Thus, there is some evidence that the magnitude of positive special items have decreased in recent periods to the long-term trend documented for the years 1980 to 1996.
17,18 With respect to negative special items, we find that the magnitude of negative special items as a percentage of lagged total assets, on average, has increased substantially across time, and ranges from a low of À3.5 percent in 1980 to a high of À9.1 percent in 2000 (Figure 1, Panel B) . This evidence is consistent with Bradshaw and Sloan (2002) and Riedl and Srinivasan (2010) . However, we find that from the year 2000 onward, there is steady decrease in the magnitude of negative special items, reaching 4.5 percent of assets in 2009 (see Figure 2 , Panel B). 19 We formally test (but not tabulate) for differences between the pre-and post-SOX periods.
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The magnitude of positive special items as percentage of lagged total assets, on average, is 4 percent pre-SOX, but it decreased to 3.8 percent in the post-SOX period. Although the difference appears economically small, it is statistically significant (p , 0.01). With negative special items, we find that the mean negative special item relative to lagged total assets is À8.2 percent pre-SOX and it drops to À5.8 percent in the post-SOX period. Unlike the case of positive special items, while statistically significant (p , 0.01), the difference is also economically significant (i.e., there is a relative 29 percent decrease in the magnitude of negative special items in the post-SOX period). While we find an increase in the reporting frequency of special items (see Figure 1) , the overall magnitude has declined. The decreased magnitude of annual special items may be related to the increased frequency of special items. For example, firms may be recognizing more smaller special items that aggregate to the same total amount as the fewer larger special items recognized earlier in our sample time period.
Our result that frequency of reporting is increasing while the magnitude of recognized charges is decreasing suggests that SFAS 146 has been successful in altering the timing of restructuring charge recognition (a major sub-type of special items). SFAS 146 mandates that restructuring charges can only be recognized when the firm is specifically able to identify the assets involved in the restructuring. In particular, the primary difference between SFAS 146 and EITF 94-3 relates to the timing of recognition of a liability for a cost associated with an exit or disposal activity (i.e., restructuring). SFAS 146 requires that a liability for a cost associated with an exit or disposal activity can only be recognized when the liability is incurred. On the other hand, EITF 94-3 allowed for the recognition of a liability for an exit cost at the date of an entity's commitment to an exit plan. Thus, a plausible explanation of our result that negative special item frequency has increased while the magnitude has decreased is that firms are recognizing over multiple periods what they previously accrued into a single period. We encourage future research in this area.
How Do Firms Perform in the Periods Surrounding the Reporting of Special Items?
Prior research (e.g., Elliott and Shaw 1988; McVay 2006; Cready et al. 2010 ) provides evidence on firm performance prior and subsequent to the recognition of special items. The motivation behind these studies is to ascertain whether the recognition of a special item improves performance in the periods following the reporting of the special item. Elliott and Shaw (1988) examine the earnings and market performance of 240 firms that recognized a negative special item during the years 1982 to 1985 and compared the performance of these firms to a control sample of non-special item firms that operate in the same industry. Elliott and Shaw (1988) find that the industry-adjusted market return is significantly negative for the three years prior to recognition of the special item and for the two days 19 Note that while there was a decline in the magnitude of both positive and negative special items during the latter part of our sample (e.g., after 2003 for positive special items and 2000 for negative special items), there is a visible spike in the magnitude of negative special items in 2008. For instance, when the magnitude is measured as a percent of lagged total assets, the mean negative special item is À7.58 percent. This increase is likely reflective of the negative effect the financial crisis had on the entire economy. 20 We consider the eight years after the passage of the act (2002-2009, inclusive) as the post-SOX period. In an attempt to carry out a meaningful comparison, we retain the eight years (1994) (1995) (1996) (1997) (1998) (1999) (2000) (2001) leading up to the passage of the act as the pre-SOX period.
surrounding the announcement of the event, and that these firms continue to experience negative industry-adjusted market returns for the six months following the announcement. McVay (2006) focuses on core earnings as the performance measure for the three years surrounding the recognition of negative special items. She reports that core earnings for negative special item firms decreases between year tÀ1 and t, and increases from year t to year tþ1, although the year tþ1 core earnings is lower than core earnings in year tÀ1. That is, performance in core earnings improves relative to the special item year, but not relative to the year prior to special item recognition. Cready et al. (2010) report pre-tax income and operating cash flows for the year prior to (i.e., aggregated prior four quarters) the special item recognition as well as the four years subsequent to the special item recognition. Their evidence suggests that all firms (i.e., zero, positive, and negative special item firms), on average, report increasing pre-tax income and operating cash flows. However, their evidence also suggests that the increases are most pronounced for negative special item firms. In particular, they find that pre-tax income and operating cash flows scaled by the market value of equity increase for negative special item firms from À0.036 and 0.054 in the year prior to recognition, to 0.049 and 0.144 in the fourth year subsequent to the special item quarter. For zero special items firms, they report that pre-tax income and operating cash flows increase from À0.004 and 0.063 in the year prior to the current quarter, to 0.045 and 0.128 in the fourth year subsequent to the current quarter. Overall, their evidence suggests that the change in earnings (cash flows) for negative, positive, and zero special item firms from year À1 to year þ4 is 0.080 (0.090), 0.004 (0.072), and 0.049 (0.065), respectively. Thus, their evidence is consistent with the conclusion that negative special item observations appear to improve in the future relative to firms that do not recognize special items and those that recognize positive special items.
We use the prior research as a benchmark to ascertain whether these results hold in more recent periods, and whether we can ascertain value-enhancing activities associated with negative special item firms as well as positive special item firms. In Figure 3 , we report on the temporal performance of special item firms for the seven years surrounding the year in which a special item is recognized. We use four measures of performance, including return on assets adjusted for special items (Adjusted ROA), operating margin (Op.Margin), cash flows from operations scaled by total assets (CFO), and industry-adjusted market returns (Industry-Adjusted Returns), and report firms performance effects prior to and subsequent to the recognition of positive, negative, and no special item events. For positive special item firms, we find no clear pattern of performance effect across the four measures of performance. For example, Adjusted ROA declines approximately 1 percent prior to the recognition of the positive special item from 3.2 (in year tÀ1) to 2.4 (in year t) percent. By year tþ3, Adjusted ROA improves to year tÀ3 levels (approximately 3.1 percent). A similar pattern emerges when we focus on Op.Margin. The evidence with respect to CFO and IndustryAdjusted Returns is slightly different. There is a marked increase in CFO and Industry-Adjusted Returns in the year of the special item. While such increase persists for CFO, it does not for Industry-Adjusted Returns. Overall, the evidence we report with respect to ROA, Op.Margin, and CFO is consistent with that reported by Cready et al. (2010) .
With regards to negative special items, the performance effects are consistent across all four measures of performance. Performance begins to decline three years prior to the recognition of the negative special item with a monotonic decline up to the year of recognition. However, performance improves following the year of the recognition, and the performance in year tþ3 is slightly better than the performance in year tÀ3 when Industry-Adjusted Returns is the performance measure. While there is a substantial improvement in Adjusted ROA, Op.Margin, and CFO measures relative to the year of recognition, the performance improvement is less than the performance measured three years prior to the year of recognition. Consistent with that conclusion, we find that Adjusted ROA, Op.Margin, and CFO are approximately 4.1, 10.9, and 6.3 percent in year tÀ3, respectively, while in year tþ3 these performance measures are approximately 2.9, 9.2, and 5.9 percent, respectively. Overall, our evidence for negative special item firms is consistent with McVay (2006) and Cready et al. (2010) , but differ from Elliott and Shaw (1988) with regards to the subsequent performance of negative special item firms.
We also examine the performance measures for the non-special items firm-year observations and find that the performance measures are consistently better in the years prior to, the year of, and the years following the recognition of both positive and negative special items firms. In particular, we find that non-special item firms ROA is consistently higher than both positive and negative special item firms for the seven years surrounding the event year. The same is also true of Op.Margin. However, we find that both CFO and Industry-Adjusted Returns are essentially identical for positive, negative, and zero special item firms by the third year following the event.
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What Are the Industry-Related Implications of Special Item Recognition? Francis et al. (1996, Table 2, Panel B) suggest that the prior reporting history of negative special items within an industry increases the probability of a firm recognizing a current negative special item. Thus, their evidence suggests that the forces driving the recognition of special items are influenced by industry effects. To more fully examine this issue, we provide evidence on the frequency of occurrence within industry for the top five and bottom five industries for all special items, positive special items, and negative special items. We classify industries according to the 48 Fama-French industry groupings. We report this analysis in Table 5 .
In Table 5 , Panels A and B, we report evidence with respect to all special items regardless of their impact on net income. To be included in this analysis, an industry must have a minimum of 50 firm-year observations for the entire sample period. Panel A tabulates evidence for the top five industries by frequency. We find that the industry that has the most frequent recognition of special items by firm is Business Supplies, with an average of 5.03 special items per firm for our test sample period. 22 The other most frequent industries are Chemicals, Steel Works, Shipping Containers, and Non-Metallic and Industrial Metal Mining. We report the bottom five industries in Panel B. We find that the industry that has the least frequent recognition of special items by firm is Construction, with an average of 1.23 special items per firm for our test sample period. Panels A and B suggest there are substantial differences in the frequency of reporting special items across industries.
In Table 5 , Panels C and D, we report evidence with respect to positive special items. We find that the industry that has the most frequent recognition of positive special items by firm is NonMetallic and Industrial Metal Mining, with an average of 1.74 special items per firm for our test sample period. We find that the industry that has the least frequent recognition of positive special items by firm is Construction, with an average of 0.35 positive special items per firm for our test sample period. In Table 5 , Panels E and F, we report evidence with respect to negative special items. We find that the industry that has the most frequent recognition of negative special items by firm is Shipping Containers, with an average of 3.55 negative special items per firm for our test sample period. We find that the industry that has the least frequent recognition of negative special items by firm is Construction, with an average of 0.89 negative special items per firm for our test sample period.
At least three important facts emerge from the Table 5 analysis. First, those industries that report the fewest special items are represented in the bottom for both the positive and negative special items analysis. Construction is the industry that reports the fewest special items overall, as well as the fewest positive and fewest negative special items. In addition, Trading-Financial, Banking, and Insurance are in the bottom five industries for both positive and negative special items. Second, unlike the bottom reporting industries, there are substantial differences in the industries that report the most positive and negative special items. There is only one industry, Business Supplies, which is in the top five most frequent reporters for both positive and negative special items. Finally, regardless of the sign of the special item, there are substantial differences across industries in the propensity of a firm to report a special item. Taken together, the evidence in Table 5 suggests that industry effects must be controlled for in any analysis that focuses on special items. 23 22 We also calculate a weighted average, and the results are consistent with the mean results. The weighted average is calculated as the total number of special items reported in an industry grouping, divided by the total number of firm-year observations for that industry, divided by 30 (the number of years in our sample time period). Thus, this method weights a firm by the number of years the firm is included in a particular industry. 23 We conduct (but do not tabulate) additional industry analyses. First, we investigate the occurrence of special item reporting by industry and calculate a relative difference between the frequency of reporting within the special item group ( positive or negative) and the sample as a whole. For example, if firm-year observations in the Business Supplies industry represent 0.95 percent of all observations, but 1.42 percent of all negative special item observations, then the relative difference of 49.5 percent suggests that negative special item recognition in the Business Supplies industry is overrepresented compared to their representation in the sample as a whole. Second, we perform a similar analysis, except we focus on aggregate special item charges rather than reporting frequency. These additional analyses are available upon request. 
Quality of Compustat Reporting of Special Items
In this section we assess the quality of Compustat reporting with respect to special items. Understanding the quality of Compustat reporting is important as it can have an impact on research design and findings with regards to both positive and negative special items. To our knowledge, this is the first study to examine the quality of Compustat reporting with respect to special items. We conduct this analysis in two ways. First, we examine the financial statements and footnotes for a random sample of firms for which Compustat reports a non-zero value for special items (Compustat data item SPI). This analysis allows us to report on the error rate and types of errors in Compustat reporting. Second, we examine the financial statements and footnotes for a random sample of firms a The mean per weighted average firm is calculated as the total number of special items reported in an industry grouping divided by the total number of firm-year observations for that industry divided by 27 (the number of years in our sample time period). Thus, this method weights a firm by the number of years the firm is included in a particular industry. To be included in this table, there must be a minimum of 50 firms in a particular industry.
for which Compustat reports a zero value for special items. This analysis allows us to estimate the rate and relative magnitude of omissions in Compustat's reporting of special items. We discuss the results of both of these analyses below.
To perform our analysis of the quality of Compustat reporting when a non-zero special item value is reported, we randomly select 545 firms that report a special item as defined by Compustat. 24 Of the 545 firms, we were able to find financial statements for 368 of these firms.
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We then perform a detailed analysis of the financial statements in an attempt to reconcile the amount of the special item reported by Compustat. In performing our analysis, we examine both the face of the financial statements and the footnotes using descriptions and amounts reported by Compustat (see definition of data item SPI in the Compustat data guide). 26 Of the 368 firm-years we examine, we find that 287 of these observations reconcile exactly with the amounts provided by Compustat. However, we also find that 81 firm-years, or 22 percent of the firms for which we have financial statement data, do not reconcile with the amount reported by Compustat. In examining the footnotes and the financial statements of these 81 observations, we note two specific types of errors in the Compustat reporting: (1) differences in reported amounts between Compustat and the firm financial statements (e.g., Compustat reports a special item of $100 million and the firm discloses special items of $150 million), and (2) special items reported by Compustat but not reported within the financial statements of the firm (e.g., Compustat reports a special item of $100 million but the firm discloses no information to support the reporting of any special item). 27 We report the summary of the analyses of the 81 firms for which we were unable to reconcile to Compustat in Table 6 . We find 66 of these 81 observations report different amounts than what is reported by Compustat. This represents almost 18 percent of the 368 firm-years for which we were able to locate financial statement data for our random sample. The mean (median) absolute value of 24 The algorithm we use to randomly identify observations is as follows. To minimize costly hand-collection, we first decided to randomly draw 500 special items (350 negative and 150 positive) without replacement. We then selected the yearly number of special items to be drawn using the number of special items reported by year as a proportion of the total special items reported over our test period. For example, the number of negative special items reported in 2006 is 3,186, which equates to approximately 4.6 percent of all negative special items reported over the sample period (n = 68,754). We used these proportions, combined with our total number of negative special items to be drawn (i.e., 350), to identify the number of special items to be randomly selected each year. To illustrate, the number of negative special items to be drawn in 2006 is 16 (i.e., 4.3 percent of 350). Whenever this algorithm yielded a yearly number less than 10, we set the number of observations to be drawn to 10. This explains why our total number of randomly selected special items does not equal 500. 25 Most of the financial statements that we could not locate were generally associated with the earlier years (i.e., years prior to 1990) when EDGAR was unavailable. 26 Kinney and Trezevant (1997) and Riedl and Srinivasan (2010) the errors we note is $15.24 ($1.29) million per firm. As a percentage of pre-tax income, the mean (median) error is 16.3 (0.3) percent and as a percentage of total assets the mean (median) error is 4.6 (0.32) percent. 28 We also find 15 of these 81 observations actually have no special item even though Compustat reports a special item value for these firms. This represents 4 percent of the 368 firm-years for which we were able to locate financial statement data for our random sample. The mean (median) absolute value of the errors for these firms is $4.29 ($0.57) million per firm. As a percentage of pre-tax income, the mean (median) error is 6.4 (2.8) percent and as a percentage of total assets the mean (median) error is 7.1 (0.56) percent. The aggregate mean (median) absolute value of the 81 errors is $13.21 ($1.23) million per firm, which represents 12.1 (0.8) percent of pretax income and 5.1 (0.4) percent of total assets.
Taken together, our evidence suggests that the overall error rate in Compustat reporting may be quite high. Our evidence suggests that approximately 22 percent of firms with a reported special item actually have an amount in their financial statements that differs from the amount reported by Compustat (i.e., the firm reports a different number or no amount at all). However, the magnitude of these errors does not appear to be substantial. Although the mean absolute error is approximately 12 percent of pre-tax income, the median is only 0.8 percent of pre-tax income. When we eliminate observations with special items greater than 100 percent of pre-tax income (nine observations), the mean effect on pre-tax income is 2.5 percent of pre-tax income. Similarly, when we eliminate observations with special items greater than 50 percent of total assets (three observations), we find that the mean error represents 2.1 percent of total assets. 29 We next turn to an analysis of firms for which Compustat reports no special item value. To perform this analysis, we first identify all firms that report at least four special items over the years 28 We scale by pre-tax income because the special items reported in Compustat are pre-tax amounts. 29 As stated above, we eliminated firms as potential outliers that had a reported difference that was 100 percent or more of pre-tax income and/or 50 percent of total assets.
1993 to 2009. 30 From this subsample, we then randomly select 273 firm-year observations with no special item reported in Compustat for that particular year. Of the 273 firms, we were able to find 174 financial statements. We perform a detailed analysis of the financial statements and footnotes to determine whether these firms reported a special item using the various definitions of a special item provided by Compustat (see definition of data item SPI in the Compustat data guide).
Of the 174 firm-years we examine, we identify 27 firms, or 16 percent of this subsample, that report a material special item that is not reported by Compustat. 31 Of these 27 firm-year observations, we identified a total of 34 material special items on the company's financial statement. The 34 items consist of asset disposals (15); impairments and write-offs of assets (9); other nonrecurring charges (9); and reversal of restructuring charges (1). In an untabulated analysis, we find that the mean (median) absolute value of these omitted special items is $2 ($0.1) million per observation. On average, these omitted special items represent 31.3 percent of pre-tax income and 9.2 percent of total assets, although the median amounts are much smaller, 12.6 percent of pre-tax income and 0.9 percent of total assets.
32,33 When we eliminate firms with special items greater than 100 percent of pre-tax income (three observations) or greater than 50 percent of total assets (two observations), we find that the omitted special items represent a mean effect of 19.1 percent of pretax income and 2.7 percent of total assets. Taken together, our evidence suggests that omitted special items appear to be both substantial in number and magnitude.
CONCLUSION
The purpose of our study is to provide a comprehensive descriptive analysis of special items and the characteristics of the firms that recognize special items. Our analysis reveals several important points. First, we find that the temporal frequency, magnitude, and persistence of special items has increased significantly in the last 30 years, and that such increases are primarily driven by negative special items. These results are timely and should be of great interest to regulators as they deliberate on the future of accounting standards. For instance, the preliminary views document issued jointly by the FASB and IASB on financial statement presentation states that firms should ''present as part of that schedule [a schedule that reconciles the statement of cash flows to the 30 We limit this analysis to 1993 to 2009 because of the general unavailability of financial statements for years prior to 1993. 31 The materiality threshold we used is 2.5 percent of pre-tax income. Without the materiality threshold, the mean (median) error as a percentage of pre-tax income for all 71 Compustat omissions we discovered is 12 (2) percent. 32 We report the absolute value, as some items are income increasing while others are income decreasing special items. 33 To illustrate the types of omissions we discovered, we selected four companies from each of the categories mentioned above (disposals, write-offs, other non-recurring charges, and restructuring reversals) for further discussion. In 2002, Tejon Ranch Co., which is a diversified, growth-oriented land development and agribusiness, disposed of its real estate and its investment securities for a gain of $891,000 and $35,000, respectively. The gain on the real estate sale exceeded pre-tax income by more than five percent while the gain on the sale of investment securities was 14 percent of net income. Neither of these activities occurred in prior years and Compustat explains that nonrecurring profit or loss on the sale of assets, investments, and securities should be included in ''special items'' (see definition of data item SPI in the Compustat data dictionary). In 2003, Nash Finch Corporation, which is one of the leading food distribution and retail companies in the U.S., reported an impairment charge of $2.7 million related to its retail stores. This charge, which is 5 percent of pre-tax income, was reported on the face of the financial statements and discussed in the company's footnotes. Compustat describes the write-down and/or impairment of assets as a special item. With regards to other nonrecurring charges, in 1999 Jabil Circuit Inc., which designs and manufactures electronic circuit boards, reported a nonrecurring charge of $10.9 million. This charge was discussed in the company's footnotes and was 7 percent of pre-tax income. Last, we found one firm that reported a reversal of a restructuring charge. In 2005, New Frontier Media recorded a restructuring recovery related to its Internet Group restructuring charge in 2003. The reversal of $747,000 was included in operating income and was 4 percent of pre-tax income.
